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FINELY TUNED

This year’s annual report focus is on the financial “soundness”
of the company. Our President and CEO |. David Lombardi’s
job is very similar to a symphony conductor’s position.

As the “music director” Mr. Lombardi's duties include choosing
programs (products) and soloists (staff) to shape the financial
direction of the bank. The maestro makes sure everyone plays
together in precise rhythmic and musical coordination,
working together to make sure the banks’ vision, strategy,

and mission are executed with superior performance.
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(In thousunds, excepl per share data)

AT YEAR END: 2007 2006 % Chan|
Total Assets $ 1,296,203 $ 1,184,783 9.4
Net Loans R97,665 829,121 8.3
Total Deposits 945,517 920,973 2.7
Stockholders’ Equity 107,142 96,862 10.6
FOR THE YEAR:
Net Interest lncome before Provision for Creditl Losses 3 39,314 3 35,482 10.8
. Provision for Credit Losses 2,200 2,080 58
Other Income 6,345 4,897 29.6
Other Expenses 3.797 20,773 14.6
Income before Income Taxes 19,662 17,526 12.2
Provision for Income Taxes 4,966 4,017 23.6
Net Income % 14,696 3 13,509 8.8
W
/ _m PER SHARE DATA:
T} Net In¢otne - basic(l) 3 0.94 3 Q.88 6.
o Net Income - dilited(!) k) 0.92 by 0.86 7.0
. T Cash Dividends 3 0.42 3 0.38 10.1
i r|u Book Value (1) {2} h3 6.87 b 6.3 8¢
. I weighted Average shares Outslanding - basic (1) 15.601,377 15,352,406 -
* - Weighted Average Shares Outstanding - diluted (1) 15,931,260 15,721,491 -
<
M SELECTED RATIOS:
P Return on Average Assets 1.18% 1.26% (6.
. Z Roiurn on Average Stockholders” Equity {2) 14,32% 15.30% (6.
- B Total Risk-Based ﬁ:_:_:_::zr-?::EE_ Assets 11.22% 10.67% 5.

her uf shares vutstanding
December 27, 2007 and the 10

cach year.

e cale ,
stock divider

udes the retroacti

AT N

ted baswd 1w weighted ave
v effect ol the 25% stock dividend p

1id Murch 31,200
(2) Reflects the eife

SFAS No. 115 in the amount of S(2, 1900000 in 2007 und ${70.000} in 2006,
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The sweet
sound of
Success

Like the string section of the orchestra, our senior management team sits at the front of

the stage. Like the string instruments producing the sounds to balance the woodwind and
brass sections, our senior management team ensures the bank is kept on track and all
financial goals and marketing strategies are met. To this end, we have developed a special
service philosophy: close customer relationships. Our objective is the preservation and value
appreciation of our assets: the means include personal counseling and customized asset
management. We achieved optimal results, thanks to our multi-disciplinary network of
regional banking experts. Providing quality service in a low-cost and efficient manner

is the cornerstone of FNCB financial success.

SENIOR MANAGEMENT

FOUR
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; 1 its #% developed form, typically consists
N ﬁ ﬁ sogm three trombones, and a tuba.
///>_§@c© A Erwbow cm\o\wma or bent into different shapes, all
brass in QCBm:ﬁm :%mﬁ essentially of a very long metal tube.
For meB.E.m it you straightened out all the tubing on a French

\ -
b ,\.twoglz would be about seventeen feet long.

X
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Percussion is commonly referred to
as "the backbone" or "the heartbeat”
of a musical ensemble, often work-
ing in close collaboration with bass
instruments, when present. Koﬂﬁ,

classical pieces written for full ™\,
orchestra since the time of Haydn
and Mozart are orchestrated to

place emphasis on the strings,
woodwinds, and brass. However,
often at least one pair of timpani
is included.
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TO OUR SHAREHOLDERS

Like the finely tuned instruments detailed in the pages of
this report, FNCB played its own type of beautiful music in
2007. We once again reported record earnings, extending this
achievement to seventeen consecutive years. We expanded
our presence in the Wayne and Monroe county markets with
new community offices. We provided funding for both retail
and commercial customers in their quest for the American
dream, and we rewarded shareholders with a 25% stock divi-
dend in addition to an 11% increase in their cash dividends
per share. Customer relationships have been strengthened,
while financial soundness standards have been maintained.

We are pleased to present this sweet sound of success.

Asset growth exceeded $100 million for the third consecutive
year, with a $111 million, or 9%, increase in 2007. Loans
grew over $68 million during the year, including a $45 mil-
lion increase in commercial ioans and $10 million of growth
in our indirect auto loan portfolio. Total deposits increased
$25 million in 2007, but this growth was limited due to an-
ticipated runoff in large commercial and municipal accounts.
As a result, a significant portion of our growth was funded by
short-term borrowings which bodes well for future success in

2008 due to the expected declining interest rate environment.

FOURTEEN

At year end, we had over $7 million in loans and $10 mil-
lion of deposits housed in our new Stroudsburg office, provid-
ing optimism for additional growth potential in the Monroe

County market.

Earnings momentum also continued in 2007, as net income
improved 9% over last year’s $13.5 million to $14.7 million.
Growth in loans and deposits combined with effective asset/
liability management strategies to produce an 11% increase
in net interest income before providing for future credit losses.
This $3.8 million improvement in earnings, along with a $1.5
million increase in other income, allowed us to provide over
$2 million of profits to cover unexpected losses that may arise
in our growing loan portfolio. In this manner, our prospects
for future performance are enhanced. Operating expenses in-
creased due to our continued growth, but our overhead ratio
improved to 1.91% reflecting effective cost controls. Our Re-
turn on Assets was 1.18% in 2007 and our Return on Equity
was 14.32%. Earnings per share improved 7% over last year
and our risk-based capital ratio improved to 11.22%, allowing
us to maintain our status in the regulatory “well capitalized”

category. Our financial results resound with the sound of

gra
Mall Pregcocing
Sectilon

AR 27 2008

YWashington, DC
180
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TO OUR SHAREHOLDERS continued

As we open the curtain on 2008, we look forward to the chal-
lenges and opportunities that will come with change. Eco-
nomic conditions in our country have been deteriorating and
the negative impact of the sub-prime credit crisis has been
damaging to our Emcm:%. While we have not participated
in the exotic instruments that are pressuring profits at many
large financial institutions, our stock price has suffered the
fallout from this crisis nonetheless. We are eager for a resolu-
tion to the crisis, so that our shareholders are more favorably
rewarded for our financial performance. The Federal Reserve
has begun a series of interest rate reductions that will place
a strain on corporate profits. We have been preparing for
this next cycle of interest rates and feel confident that we will
meet the challenge. We will be opening a new office on Keyser
Avenue in Scranton to better serve the customers who have
banked in our Fashion Mall facility, and we are in the process
of building a new community office in Marshalls Creek, which
will open during the second quarter of this year to serve new
customers in the Monroe County market. We have plans to
begin construction on offices in Mt. Pocono, Dunmore and
Taylor later this year, which will expand our branch network
to twenty-three facilities upon completion. We are very proud

of our stature as the area’s largest locally owned community

SIXTEEN

bank, and we remain committed to the strategies that have
been responsible for our success, such as providing big bank
products with small bank service. You may now look forward

to the encore performance.

Finally, we would like to take this opportunity to thank John
R. Thomas for his forty years of service to this company. John
was appointed to the Board of Directors in 1967 and since that
time he witnessed the growth of the organization from one
office in Dunmore with $11 million in total assets to a $1.3
billion company with nineteen offices covering four counties.
John retired from the Board of Directors in February, and his
contributions in the Board Room will be missed. The Board
rewarded him for his service with the title Director Emeritus.
Mr. Thomas’ vacancy on the Board was filled by Dr. Louis A.
DeNaples, Jr. Dr. DeNaples is the Medical Director of Commu-
nity Medical Center’s Emergency Department, NEPA’s Region-
al Trauma Center, in Scranton. We look forward to working

with Dr. Louis and welcome him to the FNCB family.

As always, we thank our shareholders, customers, directors
and employees for their loyalty and dedication to FNCB.

Together, we are making beautiful music.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following financial review of First National Community Bancorp, Inc. is presented on a
consolidated basis and is intended to provide a comparison of the financial performance of the
company, including its wholly-owned subsidiary, First National Community Bank for the years
ended December 31, 2007, 2006 and 2005. The information presented below should be read
in conjunction with the company’s consolidated financial statements and accompanying notes
appearing elsewhere in this report. All share and per share information reflects the retroactive
effect of the 25% stock dividend paid December 27, 2007 and the 10% stock dividend paid March
31, 2006.

SUMMARY

Net Income totaled 314,696,000 in 2007 which was $1.2 million, or 9%, higher than the
$13,509,000 earned last year. The 2006 earnings were $2.3 million, or 20%, higher than the
§$11,225,000 reported for 2005. Basic earnings per share increased 7% in 2007 from the 3$0.88
per share reported in 2006 to $.94. In 2006, basic earnings per share improved 19% from $0.74
in 2005 to $0.88. The weighted average number of shares outstanding used to calculate basic
earnings per share was 15,601,377 in 2007, 15,352,406 in 2006 and 15,125,382 in 2005.

The earnings improvement recorded in 2007 included a $3.8 million, or 11%, increase in net
interest income before providing for credit losses due to the growth of the balance sheet. Other
income increased $1.5 million over 2006 which includes a $724,000 increase from service charg-
es and fees and a $724,000 increase in net gains from the sale of assets. Operating expenses
increased §$3.0 million in comparison to 2006 which includes the expansion of the branch net-
work by two offices and costs associated with additional growth. The annual provision for credit
losses was $120,000 higher than in the prior period, and federal income taxes expense increased
$949,000 due to the overall improvement in earnings.

Total interest income improved $15.3 million in 2006, while total interest expense increased
$10.8 million, resulting in a $4.5 million increase in net interest income before the provision for
credit losses. Balance sheet growth and the positive impact of repricing on interest-sensitive as-
sets and liabilities contributed to the improvement over the pricr year. Income generated from
service charges on deposits and other sources of fee income increased $634,000 compared to
the 2005 total, and gains from the sale of assets were $359,000 higher than the previous year,
resulting in a $1.0 million increase in other income. Operating expenses increased $1.8 million,
or 10%, in 2006 and the company increased the provision for credit losses by $220,000 to cover
losses. Federal income tax expense increased §1.2 million due to the improvement in pre-tax
income.

The company's return on assets for the years ended December 31, 2007, 2006 and 2005 was
1.18%, 1.26%, and 1.18%, respectively while the return on average equity was 14.32%, 15.30%,
and 13.96%.

NET INTEREST INCOME

Net interest income, the difference between interest income and fees on earning assets and in-
terest expense on deposits and borrowed funds, is the largest component of the company’s op-
erating income and as such is the primary determinant of profitability. Changes in net interest
income occur due to fluctuations in the balances and/or mixes of interest-earning assets and
interest-bearing liabilities, and changes in their corresponding interest yields and costs. Before
providing for future credit losses, net interest income increased $3,832,000 in 2007 due to growth
in loans and investment securities which were funded by deposits and other borrowed funds.
Changes in non-performing assets, together with interest lost and recovered on those assets, also
impact comparisons of net interest income. In the following schedules, net interest income is
analyzed on a tax-equivalent basis, thereby increasing interest income on certain tax-exempt
loans and investments by the amount of federal income tax savings realized. In this manner,
the true economic impact on earnings from various assets and liabtlities can be more accurately
compared.

During 2007, tax-equivalent net interest income improved $4,172,000, or 11%, compared to the
2006 total. Significant loan growth once again had a major impact on the company's improved
earnings. Higher yields earned on loans and securities also contributed to the increased income,
Effective asset-liability management strategies allowed the company to avoid significant margin
compression while positioning for the next cycle of interest rates. The net interest margin de-
creased fourteen basis points from the 3.73% reported in 2006 to 3.59% in 2007.

Average loans outstanding increased $119 million, or 15%, over the 2006 level and the average
yield earned on total loans improved .17% in 2007, resulting in a $10.4 million increase in earn-
ings from the portfolio. Commercial lending provided the majority of the growth, adding almost
382 million of balances on average and $7.4 million of the earnings improvement. Average
consumer loans cutstanding increased $37 million in 2007 primarily due to growth in indirect
auto loans and home equity lending; while providing an additional $3.0 million improvement
in earnings.

Average investment securities were $39 million higher than the prior year, and the higher yields
recorded on new purchases contributed to a .39% increase in the average yield earned, resulting
in $3.3 million of additional interest income. Money market balances decreased $2.1 million on
average, resulting in a $100,000 reduction in earnings from these low yielding assets. )

B8.637
9.263
11.225
13.509
14.696

—

03 04
NET INCOME 3 IN MILLIONS

07
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS continued

YIELD ANALYSIS
(in thousands-taxable equivalent basis)(1)

2007 2006 2005
Interest Average Interest Average Interest Average
Average Income/ Interest Average Income/ Interest Average Income/ Interest
Balance Expense Rate Balance Expense Rate Balance Expense Rate
ASSETS:
Earning Assets:(2)
Commercial loans-taxable 3 650,679 $ 52,276 8.03% § 576,002 $ 45,461 7.89% § 498,014 § 33,343 6.70%
Commercial loans-tax free 38,229 2,874 7.52 31,085 2,256 7.26 30,208 2,141 7.09
Mortgage loans 34,695 2,352 6.78 29,642 1,961 6.62 22,576 1,483 6.57
Installment loans 163,729 10,574 6.46 131,767 7,994 6.07 116,767 6,538 5.60
Total Loans 887,332 68,076 7.67 768,496 57,672 7.50 667,565 43,505 6.52
Securities-taxable 211,139 11,446 5.42 177,315 8,338 4.70 173,529 7.330 4.22
Securities-tax free 74,817 5,142 6.87 69,313 4,996 7.21 58,119 4,302 7.40
Total Securities 285,956 16,588 5.80 246,628 13,334 5.41 231,648 11,632 5.02
Interest-bearing deposits with banks o] 0 0.00 1,279 55 4.30 2,059 70 3.40
Federal funds sold 544 28 5.15 1,406 73 5.19 8,246 291 3.53
Total Money Market Assets 544 28 5.15 2,685 128 4.77 10,305 361 3.50
Total Earning Assets 1,173,832 84,692 7.22 1,017,809 71,134 6.99 909,518 55,498 6.10
Non-earning assets 81,529 59,947 52,003
Allowance for credit losses (8,357) (7,873) (7,748)
Total Assets $ 1,247,004 § 1,069,883 3 953,773
LIABILITIES AND STOCKHOLDERS' EQUITY:
Interest-Bearing Liabilities:
Interest-bearing demand deposits ) 292,134 § 8,064 2.76% § 254,065 $ 6,453 2.54% $ 220,373 3 3,499 1.59%
Savings deposits 71,444 868 1.21 72,889 960 1.32 81,899 868 1.06
Time deposits over §100,000 193,834 9,271 4.78 162,559 7,143 4.39 126,855 3,863 3.05
QOther time deposits 314,469 15,413 4.90 246,993 10,959 4.44 215,338 7,176 3.33
Total Interest-Bearing Deposits 871,881 33,616 3.86 736,506 25,515 3.46 644,465 15,406 2.39
Borrowed funds and other interest-bearing liabilities 177,537 8,956 5.04 159,714 7.671 4.80 152,748 6,951 4.55
Total Interest-Bearing Liabilities 1,049,418 42,572 4.06 896,220 33,186 3.70 797,213 22,357 2.80
Demand deposits 80,515 73,637 68,572
Other liabilities 14,429 11,746 7,574
Stockholders’ equity 102,642 88,280 80,414
Total Liabilities and Stockholders’ Equity § 1,247,004 5 1,069,883 § 953,773
Net Interest Income Spread $ 42,120 3.16% $ 37,948 3.29% $ 33,141 3.30%
Net Interest Margin 3.59% 3.73% 3.64%

(1} In this schedule and other schedutes presented on a tax-equivalent basis, income that Is exempt from federal income taxes, i.e. interest on state and municipal securitles, has been adjusted to a taxable equivalent basis using a 35%

federal income tax rate.
(2} Exctudes non-performing loans.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS continued

PRIOR YEAR

During 2006, tax-equivalent net interest income increased $4.8 million over the prior year total.
Balance sheet growth was profitable as evidenced by the $4.5 million of improvement related to
volume. The repricing of interest sensitive assets and liabilities combined with growth at current
market levels contributed to a positive variance due to rate for a second consecutive year.

Interest income recognized on loans increased $14.2 million in 2006. The $101 million increase
in average loans outstanding led to a §6.7 million increase in interest income, while repricing
tesulting from Federal Reserve interest rate increases combined with growth at higher rates con-
tributed to the $7.5 million improvement due to rate. Investment securities added $1.7 million
more interest income in 2006 due to the $15.0 million increase in average balances and the
repositioning of the taxable securities portfolio into higher earning assets. Earnings from money
market assets were $233,000 less than the prior year as funds were utilized in higher earning
asset categories.

New deposits added $2.7 million of interest expense in 2006, but rising interest rates led to an
additional $7.4 million of interest expense. The $10.1 million of additional cost on deposits
combined with a $700,000 increase in the cost of borrowings resulted in a $10.8 million rise in
interest expense.

PROVISION FOR CREDIT LOSSES

The provision for credit losses varies from year to year based on management's evaluation of the
adequacy of the allowance for credit losses in relation to the risks inherent in the loan portfolio.
In its evaluation, management considers credit quality, changes in loan volume, composition of
the loan portfolio, past experience, delinquency trends, and the economic conditions. Consider-
ation is also given to examinations performed by regulatory authorities and the company's in-
dependent auditors. The provision for credit losses was $2,200,000 in 2007, $2,080,000 in 2006,
and $1,860,000 in 2005. The ratio of the loan loss reserve to total loans was .84% at December
31, 2007 and .90% at December 31, 2006.

OTHER INCOME

Other Income 2007 2006 2005
(in thousands)

Service charges 3 2,840 3 2,645 $ 2,240
Net gain/{loss) on the sale of securities 721 (201) (250)
Net gain on the sale of loans 310 240 210
Net gain on the sale of other real estate 0 297 14
Net gain/{loss) on the sale of other assets 26 3 0
Other 2,448 1,919 1,690
Total Other Income $ 6,345 $ 4,897 3 3,904

The company's other income category can be separated into three distinct sub-categories; service
charges make up the core component of this area of earnings while net gains {losses) from the
sale of assets and other fee income comprise the balance.

In 2007, other income increased $1,448,000 compared to the prior year due to improvement
in each category. Service charges improved $195,000, or 7%, due primarily to fees generated
on accounts acquired with a branch office in November, 2006. Gains from the sale of assets
increased $724,000 over 2006 as securities were sold during the year to reposition the portfolio

for improved performance in future periods and residential mortgages were sold to reduce the
company’s exposure to interest rate risk. Other income increased $529,000 over last year due to
a significant increase in letter of credit fees.

During 2006, total other income increased $1.0 million, or 25%, over the 2005 total due to
improvement in all three components. Service charges improved $405,000, or 18%, due primat-
ily to a $364,000 increase in overdraft privilege fees. Income generated from the sale of assets
increased $359,000 compared to 2005. Securities were sold to reposition the portfolio for future
benefits and residential mortgages were sold to reduce the company’s exposure to interest rate
risk. Additionally, a $297,000 gain was recognized from the sale of several properties which were
previously classified as Other Real Estate Owned. Other fee income also increased $229,000, or
13%, due to a $229,000 increase in fees recognized on outstanding letters of credit.

OTHER EXPENSES

Other Expenses 2007 2006 2005
(in thousands)

Salary expense $ 9,628 $ B,494 $ 7.775
Employee benefit expense 2,289 2,090 1,877
Occupancy expense 2,116 1,626 1,676
Equipment expense 1,577 1,388 1,293
Advertising expense 890 705 706
Data processing expense 1,682 1,560 1,435
Other operating expenses 5,615 4,910 4,181
Total Other Expenses 5 23,797 3 20,773 § 18,943

In 2007, total other expenses increased $3.0 million, or 15%, from the 2006 level, Employee costs
increased $1.3 million, or 43% of the total while occupancy and equipment costs rose $679,000.
All other expenses increased $1.0 million, or 33% of the total increase. The company’s overhead
ratio, which measures non-interest expense as a percentage of average assets, was 1.91% in 2007
compared to 1.94% in 2006, reflecting the stringent controls over expenses in spite of the signifi-
cant growth recorded during the year.

Salaries increased $1,134,000 in 2007, which includes $364,000 from new offices that opened
during 2006 and 2007. The balance of the increase, $770,000 or 9% was due to merit increases
and staff additions necessitated by the growth of the company. Employee benefit costs increased
§199,0600 over the 2006 level and includes a $68,000 increase in health benefits, a $70,000
increase in the company's contribution to the Employees’ Profit Sharing Plan, and a $61,000
increase in other payroll related benefits. At December 31, 2007, the company had 276 full-time
equivalent employees on staff compared to the 257 reported on December 31, 2006.

Occupancy costs increased $490,000, or 30%, in 2007 due to the new offices opened during the
past two years in addition to general maintenance.

Equipment costs increased $189,000, or 14%, due to growth and increased maintenance ex-
penses. All other operating expenses increased $1,012,000, or 14%, including a 26% increase in
advertising costs, rising data processing costs and the increased cost of goods and services.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS continued

The following table sets forth the maturities of securities at December 31, 2007 (in thousands) and the weighted average yields of such securities calculated on the basis of the cost and effective yields
weighted for the scheduled maturity of each security. Tax-equivalent adjustments, using a 35% rate, have been made in calculating yields on obligations of state and political subdivisions.

Mortgage-
Within 2-5 6-10 Over Backed No Fixed
One Year Years Years 10 Years Securities Maturity Total

U.S. Treasury securities 5 502 S 503 5 ] 3 0 3 [ b ¢ 3 1,005

Yield 4.39% 4.48% 4.44%
Obligations of U.S. government agencies 997 11,708 38,670 51,375

Yield 5.48% 5.40% 6.27% 6.06%
Obligations of state and political subdivisions (1) 1,327 5,262 69,649 76,238

Yield 5.18% 6.04% 6.32% 6.28%
Corporate debt securities 986 1,577 26,994 29,557

Yield 4.99% 4.84% 6.20% 6.09%
Collateralized mortgage obligations 79,186 79,186

Yield 5.53% 5.53%
Mortgage-backed securities 62,447 62,447

Yield 5.28% 5.28%
Equity securities (2) 10,091 10,091

Yield 5.62% 5.62%
Total maturities $ 502 $ 3,813 $ 18,547 $ 135,313 $ 141,633 § 10,091 $ 309,899
Weighted yield 4.39% 5.12% 5.53% 6.28% 5.42% 5.62% 5.80%

(1) Yields on state and municipal securities have been adjusted to a tax-equivalent basis using a 35% federal income tax rate.

(2) Yield presented represents 2007 actual return.

LOANS

Net loans increased $69 million, or 8%, in 2007, The majority of the growth was concentrated
in commercial lending, as growth in real estate loans was limited due to a significant level of
payoffs received during the year. The $10 million of growth recorded in installment loans can be
attributed to activity in the company's indirect auto lending portfolio.

The following schedule shows the repricing distribution of loans outstanding as of December 31,
2007. Also provided are these amounts classified according to sensitivity to changes in interest
rates.

Loans Qutstanding - Repricing Distribution (in thousands)

Details regarding the loan portfolio for each of the last five years ending December 31 are as Within One to Over Five
follows: One Year Five Years Years Total
Commercial and Financial $ 142,678 § 53638 § 6,349 § 202,665
Leans Outstanding (in thousands) Real Estate 320,036 178,982 80,833 579,851
Instaliment 3,371 79,237 8,444 91,052
2007 2006 2005 2004 2003 Other 4,945 3,816 23,375 32,136
Commercial and Financial $ 202,665 $ 157,837 § 132,838 $ 130,937 § 132,319 Total $ 471,030 § 315673 § 119,001 § 905,704
Real Estate 579,851 567,030 478,582 402,792 337,423
Installment 91,052 80,770 73,217 69,027 66,981 Loans with predetermined interest rates 3 29,836 § 143,834 § 104,276 § 277,946
Other 32,136 31,591 30,139 30,136 22,052 Loans with floating rates 441,194 171,839 14,725 627,758
Total Loans Gross 905,704 837,228 714,776 632,892 558,775 Total $ 471,030 § 315,673 § 119,001 § 905,704
Unearned Discount (470) {(569) 4] 0 0
Allowance for Credit Losses (7,569} (7,538) (7,528) (7,100) (6,578) ASSET QUALITY .
Net Loans 3 897,665 § 829,121 § 707,248 § 625,792 § 552,197 The company manages credit risk through the application of policies and procedures designed

to foster sound underwriting and credit monitoring practices, although, as is the case with any
financtal institution, a certain degree of credit risk is dependent in part on local and general
economic conditions that are beyond the company’s control.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS continued

The following schedule presents an analysis of the allowance for credit losses for each of the last
five years {in thousands):
Year Ended December 31,

2007 2006 2005 2004 2003

is comparable to its national peer groups while the ratio of the allowance for credit losses to total
loans is adequate considering current delinquency levels.

DEPOSITS

Balance, january 1 $ 7,538 % 7528 § 7,100 § 6,578 § 6,140 The primary source of funds to support the company’s growth is its deposit base, and emphasis
Charge-Offs: has been placed on accumulating new deposits while making every effort to retain current rela-
Commercial and Financial ©o329 83 64 293 314 tionships. Cotpetition from other banks and non-bank institutions has made deposit growth
Real Estate 2,615 1,802 1,523 412 109 extremely challenging. Total deposits increased $25 million in 2007 comprised of a $37 million
Installment 452 535 435 423 579 increase in time deposit balances and a $12 million decrease in lower costing savings and de-
Total Charge-Offs 3,396 2,420 2,022 1,128 1,002 mand accounts.
Recoveries on Charged-Off Loans:
Commercial and Financial 6 8 257 51 13 The average daily amount of deposits and rates paid on such deposits is summarized for the
Real Estate 1,023 110 108 66 7 periods indicated in the following table (in thousands):
Installment 198 232 225 133 220 Year Ended December 31,
Total Recoveries 1,227 350 590 250 240 2007 2006 2005
Net Charge-Offs 2,169 2,070 1,432 878 762 Amount Rate Amount Rate Amount Rate
Provision for Credit Losses 2,200 2,080 1,860 1,400 1,200 Non-interest bearing
Balance, December 31 $ 7569 § 7,538 § 7,528 § 7,100 § 6,578 demand deposits  § 80,515 $ 73,637 3 68,572
Interest-bearing
Net Charge-Offs during the period demand deposits 292,134 2.76% 254,065 2.54% 220,373 1.59%
as a percentage of average loans Savings deposits 71,444 1.21% 72,889  1.32% 81,899 1.06%
outstanding during the period 24% 27% 21% 15% .15% Time deposits 508,303 4.86% 409,552 4.42% 342,193 3.23%
Allowance for credit losses as a Total § 952,396 $ 810,143 § 713,037

percentage of loans outstanding

at end of period 84% .50% 1.05% 1.12% 1.18%

Net charge-offs total $2.2 million in 2007 due primarily to deterioration in four relationships.
Based on management's evaluation of the borrowers’ ability to make future payments and the
value of the underlying collateral, charge-offs totaling $3.0 mitlion were recommended and pro-
cessed in the fourth quarter. As a result of these charge-offs, the company determined that
additional provisions were necessary to maintain the strength of the reserve and provided an
additional $1,000,000 in December. Other activity is consistent with prior periods and includes
writedowns on credits incurred in the normal course of business. The installment loan charge-
offs include $301,000 of indirect auto loans, of which $179,000 was recovered in 2007 through
sales of the vehicles. During 2007, losses totaling $387,000 were recognized on loans carried as
non accrual on December 31, 2006, although the majority of this loss is expected to be recovered

through the sale of the property in 2008. The company’s ratie of net charge-offs to average loans

21

751

602

03 04 05 06
TOTAL DEPOSITS $ IN MILLIONS

Maturities of time deposits of $100,000 or more outstanding at December 31, 2007, are summa-
rized as follows (in thousands):

3 months or less § 84,029
Over 3 through 6 months 26,408
Over 6 through 12 months 39,147
Qver 12 months 26,665

Total $ 176,249

ASSET AND LIABILITY MANAGEMENT

The major objectives of the company’s asset and liability management are to (1) manage expo-
sure to changes in the interest rate environment to achieve a neutral interest sensitivity position
within reasonable ranges, (2) ensure adequate liquidity and funding, (3) maintain a strong
capital base, and {4) maximize net interest income opportunities. The company manages these
objectives through its Senior Management and Asset and Liability Management Committees
{ALCO). Members of the committees meet regularly to develop balance sheet strategies affect-
ing the future level of net interest income, liquidity and capital. Items that are considered in
asset and liability management include balance sheet forecasts, the economic environment, the
anticipated direction of interest rates and the company’s earnings sensitivity to changes in these
rates.

INTEREST RATE SENSITIVITY

The company analyzes its interest sensitivity position to manage the risk associated with inter-
est rate movements through the use of gap analysis and simulation medeling. Interest rate
risk arises from mismatches in the repricing of assets and liabilities within a given time period.
Gap analysis is an approach used to quantify these differences. A positive gap results when the
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NIAIS ALNIML 140dTY TVNNNY £00Z SIHVIISINS ANV "INt d4OINVE ALINNIWIWOD TYNOILYN 1SHI4

251801 § (ZET'EE) § (168°047) § (EES'SPT) § (8p2'9ZT) § dony aanpnun)
(8S1°'801) _§ 067 1F1_§ 654'LET § (95£'S7) ¢ (s87'61) % (grz'oze) _§ don fnanisuag a1oy 1saraiu]
£0Z'96Z°L § 889'z0Z ¢ S¥o'lE Z8.'102 § 109's01  §$ 06£'E8 $ L6919 % Annbj s1ap|0YYND0IS puD SaN[1qoT] [PI0L
Zh1'L01 TFI'LOT 0 1] 0 0 [0} Ayinba siaprouyya0is
TIL'ST TLL'stT 0 0 0 0 0 sapqoI 13410
¥EB'6L ¥ER'6.L 0 0 0 0 0 sisodap puvurag
SIS'E60'1 0 SPO'1E z8i'102 109'501 06E'€8 £69'149 san[1qolT bunvag-1saIaju] 0I0L
TEB'LZT 0 785'8Z PL9'E0T 6£9°'11 £¥8 PS1'E8 sampqor; bunpaq-1sa193ul 13110 PUD Spunj pamolrog
£89'598 0 £9'T 891'86 Z96'E6 L#SZ8 £75'88% susodaq Bunbag-isaiaiu] [o1op
9.1'0LE 0 10Z2°2 85008 ZFL'19 £E1'Z9 ZEO'PTI sysodap awin R2YIO
6FT9L1 0 79¢ oo1'8l 968°'1E ¥IP'0Z LL0901 1340 PUD 000001 SHsedap WL
6LE°04 0 0 0 #28 0 5569 susodap sburang
648997 % 0 s 0 s o ) 0 s 0 $ 6£8'882 § susodap puowap 6urioag-isazaluf
£QZ'96Z'1T § 0ES'v6 § SEE'TUL § 155’68 § £¥7'08  § SOL'P? $ 6vE'SEE § S)a85y [D30L
{695°1) (695°L) 0 0 0 0 0 $3550] }|PaId 10J F2UGMOI[Y
800'26 800°26 0 8] 0 4] o] 519550 BuruIDg-uoN
¥9L°112'1 160°01 SEE'ZLT 1#S'6EF £%2°08 SOT'¥9 (142544 s1assy Buruang [viof
0 0 0 0 0 [+) [+) s1assy 190 Kauop (D10}
0 0 0 0 0 0 0 P10s spuny jpiapadg
0 0 0 0 0 0 0 syupg yim snsodap 6ulivag-jsatajuy
0£5°90% I160°01 2SSTO 99T'E1L O1%'Ee £SP'6T 858°LE sanundag [D10L
116'%L 0 1Z0'19 55901 00% 0zZ0'Z7 SLL a3IJ XD1-S2HUNDIG
619'1£2 160'01 185°1F 115201 016'CT EEF' LT EFLLE 3[qDXDI-5311 NS
PEZ'S06 0 £8.°69 SLE'9ZE ££8'9S ZS9'PF 165°L0¥ supo [010L
FEINTA 0 6€1°2Z 682'F6 0¥S'62 0LL'6 vZE VI SUDOC[ JU3W[|DIsU|
PoSLE 0 0LL'9 01£'17 78F'F Z8€'7 0zTT supo| abvbuopw
805269 ¢ 0 $ PL80F 9/£'01Z ¢ 118°'72 S 005'7E $ LF6'06E § SUDO] [01213IWO0])
(D01 3AT}ISUIS SIDB) S S103) s&bQ sfvQ sdpQ
0y JON puo4ag 011 g9¢ 01 181 081 0 16 06011

IANISUBS A0OY

(spupsnot) uy)
£007 ‘1€ 12quIada(] jo so

SISATVYNY ALIALLISNIS 3LVH 1STHILNI

‘spottad

SAUTIQDI] pUD $19550 Jo X1W Buibuny> o ajviodicout Jouuwd pup uonisod Avp-auc v siuasaidal
arqm dob ay) ‘pnyp -uoendumnsso dvb ayy jo yuapuadapur sisodap asayl jo Gunudar joniop
ay) sduanul uvd Juawabouopy ‘suonduwinssy [DLUIAUIT UO PISDq [pAIdlUf Bupudal o paubisso

d¥D 3LVH 1STHILNI

"SOLIDUIS 3lD1 152131Ul Jo A1aLI0a b Iapun spnpold
YUDQ pup saiol @yiow uasamiaq sdiysuonnial poaids pajodpnuo ayt pup “xiw 13ays adun|pq
paisuaaio) 2y} ‘uonisod deob jusuina ay) Gunpiodiosur sWDalls AWOIUT JS2133UT 12U JININY 10
-[oad 01 Buppapow uono[nuis sasn Aundwol ayy ‘stiodal dob ayi jJo sUOTIDIIWI] Y} JO IsnnIag

.meOSU $3J01 )5a131U1 SO oL} 13A0

10 SISodep AT DW-uou S[dWERS 101 9[q0) dob © 150115U00 0] spbul aq 1snw suoiduinsso
‘puodag -Arsnoaumnuais 1o £[jonba sanIIqoI] puUb 519850 JO saL062100 ([0 129]j0 10U Op SAOX
1S3I21UT JO [9A3] {PI3UAG a1y w1 sabuoyy sy 'AANISULS 201 1sAIUY Jo aamyid alejdwiod v
yuasard jou saop puo suonvinul] awos soy Kodar dob ay) ‘awodut ¥sa191U1 Jau uo aaoy Abw
saiplI 1sazaiul Buibuoyd 1oyl 12y (onuajod ay) jo Jojod1pul maauab o st sis{[puo dob apym

"$13SS0 DAINSUIS-]SIIAUT JO V0I{}
SpIadXa SANN|IQDI] JANISUIS-1S3131UT JO Junown ay) uaym sijnsar dob sanobau vy -pouad swy
udAlB © UM SINI[IGDI] SAIMSUSS-1$213]UL JO 1DY] SPIaIXa S19SSD DALISUIS-1S2I3IUT JO JUNOWD

PaNUNIUOY SNOLLVHIHO 40 SLINSIH ANV NOLLIANOD TVIDONVNIL 40 SISATYNVY ANV NOISSNDSIA S, INJINIDVNVYIN




MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS continued

The company’s interest sensitivity at December 31, 2007 was essentially neutral within reason-
able ranges and an interest rate fluctuation of up or down 200 basis points would not be expected
to have a significant impact on net interest income. The negative curulative gap through one
year would seemn to indicate that the company would benefit from a decrease in interest rates,
but the timing and extent of such changes could provide results which are inconsistent with the
gap statement.

EARNINGS AT RISK AND ECOMONIC VALUE AT RISK SIMULATIONS

The company recognizes that more sophisticated tools exist for measuring the interest rate risk
in the balance sheet beyond static gap analysis. Although it will continue to measure its static
gap positien, the company utilizes additional modeling for identifying and measuring the inter-
est rate risk in the overall balance sheet. The ALCO is responsible for focusing on “earnings at
risk” and “economic value at risk”, and how both relate to the risk-based capital position when
analyzing the interest rate risk.

EARNINGS AT RISK

Earnings at risk simulation measures the change in net interest income and net income should
interest rates rise and fall. The simulation recognizes that not all assets and liabilities reprice
equally and simultaneously with market rates (i.e., savings rate}. The ALCO looks at “earnings
at risk” to determine income changes from a base case scenario under an increase and decrease
of 200 basis points in the interest rate simulation model.

ECONOMIC VALUE AT RISK

Earnings at risk simulation measures the short-term risk in the balance sheet. Economic value
{or portfolio equity) at risk measures the long-term risk by finding the net present value of the
future cash flows from the company's existing assets and liabilities. The ALCO examines this ra-
tio monthly utilizing a rate shock of +200 basis points in the interest rate simulation model. The
ALCO recognizes that, in some instances, this ratio may contradict the “earnings at risk” ratio.

The following table illustrates the simulated impact of a 200 basis point upward or downward
movement in interest rates on net interest income, and the change in economic value. This
analysis assumed that interest-earning asset and interest-bearing liability levels at December 31,
2007 remained constant. The impact of the rate movements were developed by simulating the
effect of rates changing over a twelve-month period from the December 31, 2007 levels.

RATES + 200 RATES - 200
Earnings at risk:
Percent change in net interest income (6.69)% .10%
Economic value at risk:
Percent change in economic value of equity (31.41)% 34.33%

Economic value has the most meaning when viewed within the context of risk-based capital.
Therefore, the economic value may change beyond the company's policy guideline for a short
period of time as long as the risk-based capital ratio is greater than 10%.

LIQUIDITY

The term liquidity refers to the ability of the company to generate sufficient amounts of cash to
meet its cash-flow needs. Liquidity is required to fulfill the borrowing needs of the company’s
credit customers and the withdrawal and maturity requirements of its deposit customers, as well
as to meet other financial commitments. Cash and cash equivalents (cash and due from banks
and federal funds sold) are the company’s most liquid assets. At December 31, 2007 cash and
cash equivalents totaled $24.7 million, compared to the December 31, 2006 level of $28.7 mil-
lion. Financing activities provided $97.0 million and operating activities provided §16.1 million
of cash and cash equivalents during the year while investing activities utilized $§117.1 million.
The cash flows provided by financing activities is due primarily to an increase in borrowed funds
to meet short-term liquidity needs, while the funds provided by operating activities pertains to
interest payments received on leans and investments. The cash used in investing activities con-
sists of loan proceeds and security purchases.

Core deposits, which represent the company’s primary source of liquidity, averaged $759 million
in 2007, an increase of $111 million, or 17%, from the $648 million average in 2006, This in-
crease in average core deposits includes the full year’s effect of the $§74 million acquired in 2006
with a branch purchase and was supplemented with a $31 million increase in average jumbo
certificates and an §18 million increase in average borrowed funds and other interest-bearing
liabilities.

The company has other potential sources of liquidity, including repurchase agreements. Addi-
tionally, the company can borrow on credit lines established at several correspondent banks, the
Federal Home Loan Bank of Pittsburgh and the Federal Reserve Discount Window.

CAPITAL

A strong capital base is essential to the continued growth and profitability of the company and is
therefore a management priority. The company’s principal capital planning goals are to provide
an adequate return to sharehelders while retaining a sufficient base from which to provide for
future growth, while at the same time complying with all requlatory standards. As more fully
described in Note 15 to the financial statements, regulatory authorities have prescribed specified
minimum capital ratios as guidelines for determining capital adequacy to help insure the safety
and soundness of financial institutions,

107.1

75.7

68.7

03 04
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CORPORATE PROFILE

The Business of First National Community Bancorp, Inc.

THE COMPANY

First National Community Bancorp, Inc. (the “company”) is a Pennsylvania business, incorpo-
rated in 1997 and is registered as a financial holding company under the Bank Holding Com-
pany Act of 1956, as amended. The company became an active bank holding company on July
1, 1998 when it assumed ownership of First National Community Bank (the “bank”). On No-
vember 2, 2000, the Federal Reserve Bank of Philadelphia approved the company’s application
to change its status to a financial holding company as a complement te the company's strategic
objective. The bank is a wholly-owned subsidiary of the company.

The company’s primary activity consists of owning and operating the bank, which provides cus-
tomary retail and commercial banking services to individuals and businesses. The bank provides
practically all of the company’s earnings as a result of its banking services.

THE BANK

The bank was established as a national banking association in 1910 as “The First National Bank
of Dunmore.” Based upon shareholder approval received at a Special Shareholders” Meeting
held October 27, 1987, the bank changed its name to “First National Community Bank” effec-
tive March 1, 1988. The bank's operations are conducted from offices located in Lackawanna,
Luzerne, Wayne and Monroe Counties, Pennsylvania:

OFFICE DATE OPENED
Main October 1910
Scranton September 1980
Dickson City December 1984
Fashion Mall July 1988
Wilkes-Barre July 1993
Pittston Plaza April 1995
Kingston August 1996
Exeter November 1998
Daleville April 2000
Plains June 2000

Back Mountain
Clarks Green
Hanover Township
Nanticoke
Hazleton

Route 315
Honesdale
Stroudsburg
Honesdale Route 6

October 2000
October 2001
January 2002
April 2002
October 2003
February 2004
November 2006
May 2007
Qctober 2007

The bank provides many commercial banking services to individuals and businesses including
Image Checking and E-Statement. Deposit products include standard checking, savings and
certificate of deposit products, as well as a variety of preferred products for higher balance cus-
tomers. The bank also participates in the Certificate of Deposit Account Registry program which
allows customers to secure FDIC insurance on balances in excess of the standard limitations.
Consumer loans include both secured and unsecured instaliment loans, fixed and variable rate
mortgages, jumbo mortgages, home equity term loans and lines of credit and “Instant Money”
overdraft protection loans. Additionally, the bank is also in the business of underwriting indirect
aute loans which are originated through various auto dealers in northeastern Pennsylvania
and dealer floor plan loans. VISA personal credit cards are available through the bank, as well
as the FNCB Check Card which allows customers to access their checking account at any retail
location that accepts VISA and serves the dual purpose of an ATM card. In the commercial lend-
ing field, the bank offers demand and term loans, either secured or unsecured, letters of credit,
working capital loans, accounts receivable, inventory or equipment financing loans, and com-
mercial mortgages. In addition, the bank offers MasterCard and VISA processing services to its
commercial customers, as well as our Cash Management service which can be accessed through
FNCBusiness Online, which is Internet based. FNCBusiness Online is a menu driven product that
allows our business customers to have direct access to their account information and the ability
to perform internal and external transfers and process Direct Deposit payrol! transactions for
employees, 24 hours a day, 7 days a week, from their place of business. As a result of the bank’s
partnership with INVEST, our customers are able to access alternative products such as mutual
funds, annuittes, stock and bond purchases, etc. directly from our INVEST representatives. The
bank also offers custemers the convenience of 24-hour banking, seven days a week, through
FNCB Online via the Internet and its ATM network. Automated teller machines are available at
the following locations:

COMMUNITY OFFICES REMOTE LOCATIONS

Dunmore Petro Truck Stop, 98 Grove 5t,, Dupont
Scranton Bill’s Shoprite Supermarket, Rt. 502, Daleville
Dickson City [oe's Kwik Mart, 620 N. Blakely 5t., Dunmore
Fashion Malil joe's Kwik Mart, Rts 240 and 1-380, Pocono Summit
Wilkes-Barre Joe’s Kwik Mart, 303 Route 315, Dupont
Pittston 107 Woodland Read, Mt. Pocono

Kingston

Exeter

Daleville

Plains

Back Mountain
Clarks Green
Hanover Township
Nanticoke
Hazleton

Route 315
Honesdale
Stroudsburg
Honesdale Route 6
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DIRECTORS AND OFFICERS

FIRST NATIONAL COMMUNITY BANCORP, INC.

OFFICERS

Louis A. DeNaples
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President and Chief Executive Officer

Michael |]. Cestone, Jr.
Secretary

William S. Lance
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(1) Not actively serving since February 6, 2008.
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Louis A. DeNaples
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President and Chief Executive Officer
of the Company

and the Bank

Michael ]. Cestone, Jr.
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Company and the Bank

President, M.R. Co. (a corporation)

CEQ, S.G. Mastriani Company

Michael G. Cestone
President, S.G. Mastriani Company
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President, Coccia Ford, Inc.
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William P. Conaboy
Senior Vice President, General Counsel,
Allied Services

Michael T. Conahan
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Dominick L. DeNaples
Vice President, DeNaples Auto Parts, Inc.
President, Rail Realty Inc.

Dr. Louis A. DeNaples, jr.

Physician

Medical Director, Comununity Medical Center
Emergency Department

Joseph ]. Gentile
President, Dunmore Cil Co., Inc.

Joseph O. Haggerty
Retired Superintendent
Dunmore School District

John P. Moses
CEO, ALSAC/St. Jude Children’s
Research Hospital

John R. Thomas Director Emeritus

(2) Acting Chairman of the Boards of the Company and the Bank since February 6, 2008.
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CONSOLIDATED BALANCE SHEETS

December 31, (in thousands, except share data) 2007 2006
ASSETS i
Cash and cash equivalents:
Cash and due from banks 3 24,735 M 26,418
Federal funds sold 0 2,325
Total cash and cash equivalents 24,735 28,743
Securities:
Available-for-sale, at fair value 295,727 261,626
Held-to-maturity, at cost (fair value $1,847 and $1,819) 1,722 1,639
Federal Reserve Bank and FHLB stock, at cost 9,081 7.168
Loans, net of allowance for credit losses of $7,569 and $7,538 897,665 829,121
Bank premises and equipment 16,425 13,671
Accrued interest receivable 5,715 6,127
Intangible assets 1,713 1,739
Goodwill 8,134 8,134
QOther assets 35,286 26,815
TOTAL ASSETS 3 1,296,203 3 1,184,783
LIABILITIES
Deposits:
Demand 5 79,834 M 86,375
Interest-bearing demand 288,879 291,400
Savings 70,379 73,205
Time ($100,000 and over) 176,249 187,884
QOther time 330,176 282,109
Total deposits 945,517 920,973
Borrowed funds 227,832 152,872
Accrued interest payable 5,848 6,774
Other liabilities 8,864 7,302
Total liabilities $ 1,189,061 § 1,087,921
STOCKHOLDERS’ EQUITY
Common Stock (31.25 par)
Authorized: 50,000,000 shares in 2007 and 2006
Issued and outstanding: : 15,746,250 shares in 2007 and 15,497,711 shares in 2006 s 19,683 3 19,373
Additional paid-in capital 56,490 52,418
Retained earnings 33,159 25,141
Accumulated other comprehensive income (2,190} (70)
Total stockholders’ equity 107,142 96,862
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY 3 1,296,203 $ 1,184,783

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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CONSQOLIDATED STATERIENTS OF CASH FLOWS

For The Years Ended December 31, (in thousands) 2007 2006 2005
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS:
CASH FLOWS FROM OPERATING ACTIVITIES:
Interest received 3 80,570 § 67,947 53,134
Fees and commissions received 5,304 4,580 3,930
Interest paid (42,506) (30,024) (20,280}
Cash paid to suppliers and employees (21,543) (17,821) (16,783)
Income taxes paid (5,692) {4,876} (3,750)
NET CASH PROVIDED BY OPERATING ACTIVITIES 16,133 19 806 16,251
CASH FLOWS FROM INVESTING ACTIVITIES:
Securities available for sale:
Proceeds from maturities 500 4] 5,000
Proceeds from sales prior to maturity 76,202 12,375 25,100
Proceeds from calls prior to maturity 35,918 24,638 24,159
Purchases (149,531) (69,149) (64,092)
Net {increase)/decrease in interest-bearing bank balances 0 2,178 (198)
Investment in statutory trust 0 (310 o]
Purchase of bank owned life insurance (5,000) 4] (2,500)
Net increase in loans to customers (71,012) (125,604) {83,093)
Capital expenditures (4,178) {4,399) (1,869)
Acquisition of intangible assets 0 {1,782) 0
Acquisition of goodwill 0 (8,134) 0
NET CASH USED IN INVESTING ACTIVITIES (117,101) (170,187) (97,493)
CASH FLOWS FROM FINANCING ACTIVITIES:
Net increase/(decrease) in demand deposits, money market demand,

NOW accounts, and savings accounts (11,887) 49,010 38,650
Net increase in certificates of deposit 36,431 121,297 40,304
Net increase/{decrease) in borrowed funds 74,961 (11,233) 10,038
Proceeds from issuance of common stock net of stock issuance costs 3,798 3,324 2,626
Proceeds from issuance of common stock - Stock Cption Plans 274 628 664
Cash dividends paid (6,614) (5,776) {4,513)
Cash paid in lieu of fractional shares {3) (6} 1]
NET CASH PROVIDED BY FINANCING ACTIVITIES 96,960 157,244 87,769
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS (4,008) 6,863 6,527
CASH AND CASH EQUIVALENTS AT BEEGINNING OF YEAR 28,743 21,880 15,353
CASH AND CASH EQUIVALENTS AT END OF YEAR b} 24,735 § 28,743 21,880
RECONCILIATION OF NET INCOME TO NET CASH PROVIDED BY OPERATING ACTIVITIES:

Net income b 14,696 § 13,509 11,225

Adjustments to reconcile net income to net cash provided by operating activities:

Amortization and accretion, net (1,727) 413 B35

Equity in trust (23) 0 0

Depreciation and amortization 1,653 1,388 1,303

Stock based compensation - stock option plans 249 310 248

Provision for ¢redit losses 2,200 2,080 1,860

Provision for deferred taxes (393) (619) (758)
Loss/(Gain) on sale of securities {721} 201 250

Gain on sale of loans (310) (240) (210)
Gain on sale of other real estate 0 (297) (14)
Loss/(Gain) on sale of other assets (26) 3 4]
Increase in interest payable 73 3,163 2,078

Increase in accrued expenses and other liabilities 1,562 2,014 833

Increase in prepaid expenses and other assets (1,511) (985) (391)
Increase/{decrease) in interest receivable 411 {1.134) (1,008)
Total adjustments 1,437 6,297 5,026

NET CASH PROVIDED BY OPERATING ACTIVITIES [ 16,133 § 19806 16,251

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

The accounting and reporting policies that affect the more significant elements of First National
Community Bancorp, Inc.’s (the “company”) financial statements are summarized below. They
have been followed on a consistent basis and are in accordance with generally accepted account-
ing principles and conform to general practice within the banking industry.

NATURE OF OPERATIONS

The company is a registered financial holding company, incorporated under the laws of the state
of Pennsylvania. It is the parent company of First National Community Bank {the “bank”} and
it's wholly owned subsidiary FNCB Realty, Inc.

The bank provides a variety of financial services to individuals and corporate customers through
its nineteen banking locations located in northeastern Pennsylvania. It provides a full range
of commercial banking services which includes commercial, residential and consumer lending.
Additionally, the bank provides to it's customers a variety of deposit products, including demand
checking and interest-bearing deposit accounts.

FNCB Realty, Inc.’s operating activities include the acquisition, holding, and disposition of cer-
tain real estate acquired in satisfaction of loan commitments owed by third party debtors to the
bank.

PRINCIPLES OF CONSOLIDATION
The consolidated financial statements include the accounts of First National Community Ban-
corp, Inc., the bank and it's wholly owned subsidiary FNCB Realty, Inc.

All significant intercompany balances and transactions have been eliminated in consolidation.
During December 2006 the bank created First National Community Statutory Trust 1 (“Issuing
Trust”) which is wholly owned by the company. The trust purpose is to provide an additional
funding source for the company through the issuance of pooled trust preferred securities.

The company has adopted Financial Accounting Standards Board (“FASB”) Interpretation {(“FIN")
No. 46 and FIN 46(R), for the issuing trust. Accordingly, this trust has not been consoclidated with
the accounts of the company.

USE OF ESTIMATES

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the report-
ing period. Actual results could differ from those estimates.

SECURITIES

Debt securities that management has the ability and intent to hold to maturity are classified
as held-to-maturity and carried at cost, adjusted for amortization of premium and accretion of
discounts using methods approximating the interest method. Other marketable securities are
classified as available-for-sale and are carried at fair value. Unrealized gains and losses on se-
curities available-for-sale are recognized as direct increases or decreases in stockholders’ equity.
Cost of securities sold is recognized using the specific identification method. Investments in the
Federal Reserve Bank and FHLB stock are carried at cost due to restrictions on their sale due to
regulatory requirements.

OTHER-THAN-TEMPGORARY IMPAIRMENT OF SECURITIES

Securities are evaluated on a monthly basis to determine whether a decline in their value is other
than temporary. Management utilizes criteria such as the magnitude and duration of the de-
cline and the intent and ability of the Company to retain its investment in the issues for a period
of time sufficient to allow for an anticipated recovery in fair value, in addition to the reasons
underlying the decline, to determine whether the loss in value is other than temporary. The term
“other than temporary” is not intended to indicate thot the decline is permanent, but indicates
that the prospects for a near-term recovery of value is not necessarily favorable, or that there is
a lack of evidence to support a realizable value equal to or greater than carrying value of the
investment. Once a decline in value is determined to be other than temporary, the value of the
security is reduced and a corresponding charge to earnings is recognized.

LOANS

Loans are stated at face value, net of unamortized loan fees and costs and the allowance for
credit losses. Interest on all loans is recognized on the accrual basis, based upoen the principal
amount outstanding.

Loans are placed on nonaccrual when a loan is specifically determined to be impaired or when
management believes that the collection of interest or principal is doubtful. This is generally
when a default of interest or principal has existed for 90 days or more, unless such lean is fully
secured and in the process of collection. When the interest accrual is discontinued, interest
credited to income in the current year is reversed and the accrual of income from prior years is
charged against the allowance for credit losses. Any payments received are applied, first to the
outstanding loan amounts, then to the recovery of any charged off lcan amounts. Any excess is
treated as a recovery of lost interest.

MORTGAGE BANKING ACTIVITIES

When liquidity needs arise, management may from time to time determine that the mortgage
loan portfolio provides a ready source of liquidity and elect to sell a portion of the loans which
are currently held. At origination, no loans are targeted for immediate sale.

At December 31, 2007, 2006 and 2005, loans serviced for others totaled approximately
399,461,000, $88,752,000 and $85,844,000, respectively. Servicing loans for others consists of
collecting mortgage payments, maintaining escrow accounts, disbursing payments to investors,
and processing foreclosures. Loan servicing income is recorded when earned and includes ser-
vicing fees from investors in the amounts of $236,000, $218,000 and $210,000 at December
31, 2007, 2006 and 2005 respectively, and certain charges collected from borrowers, such as
late payment fees. The Company has fiduciary responsibility for related escrow and custodial
funds aggregating approximately $1,274,000 and $1,256,000 at December 31, 2007 and 2006,
respectively.

The Company assesses the retained interest in the servicing asset or liability associated with the
sold loans based on the relative fair values. The servicing asset or liability is amortized in pro-
portion to and over the period during which estimated net servicing income or net servicing loss,
as appropriate, will be received. Assessment of the fair value of the retained interest is performed
on a quarterly basis. At December 31, 2007 mortgage servicing rights totaling $256,000 were
included in other assets.

TRANSFERS OF FINANCIAL ASSETS
Transfers of financial assets are accounted for as sales when control over the assets has been
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS continued

of cost or fair value (less estimated selling cost for disposal of real estate) at the date actually or
constructively received. Costs associated with the repair or improvement of the real estate are
capitalized when such costs significantly increase the value of the asset, otherwise, such costs are
expensed. An allowance for losses on ORE is maintained for subsequent valuation adjustments
on a specific property basis.

BANK PREMISES AND EQUIPMENT
Bank premises and equipment are stated at cost less accumulated depreciation. Routine main-
tenance and repair expenditures are expensed as incurred while significant expenditures are
capitalized. Depreciation expense is determined on the straight line method over the following
ranges of useful lives:

Buildings and improvements
Furniture, fixtures and equipment
Leasehold improvements

10 to 40 years
3 to 15 years
5 to 30 years

GOODWILL AND INTANGIBLE ASSETS

[ntangible assets which are subject to amortization include core depesit premium paid in con-
nection with the bank’s Honesdale branch acquisition during November 2006; and on mortgage
servicing rights recorded on the bank’s sale of loans in the secondary market where servicing
rights have been retained. Amortization expense associated with these intangible assets is be-
ing provided for using the straight-line method over their estimated useful lives of 10 years and
5.8 years, respectively. Intangible assets subject to amortization are periodically reviewed by
management for potential impairment whenever events or circumstances indicate that carrying
amounts may not be recoverable.

Intangible assets which are not subject te amortization include goodwill. The cost of goodwill
arose from the bank’s Honesdale branch acquisition. Goodwill is reviewed by management for
possible impairment at least annually or more frequently upon the occurrence of an event or
when circumstances indicate that its carrying amount exceeds fair value. Management has de-
termined that the carrying value of goodwill has not been impaired at December 31, 2007,

ADVERTISING COSTS
Advertising costs are charged to operations in the year incurred and totaled $890,000, $705,000
and $706,000 in 2007, 2006 and 2005, respectively,

INCOME TAXES

Deferred tax assets and liabilities are reflected at currently enacted income tax rates applicable
to the period in which the deferred tax assets or liabilities are expected to be realized or settled.
As changes in tax laws or rates are enacted, deferred tax assets and liabilities are adjusted
through the provision for income taxes.

The company and its subsidiaries file a consolidated Federal income tax return. Under tax shar-
ing agreements, each subsidiary provides for and settles income taxes with the company as if
they would have filed on a separate return basis.

Effective January 1, 2007, the Company adopted Financial Interpretation No. 48, “Accounting
for Uncertainty in Income Taxes - an interpretation of FASB Statement No. 109" (“FIN 48"),
which is a change in accounting for income taxes. FIN 48 specifies how tax benefits for uncer-
tain tax positions are to be recognized, measured, and derecognized in financial statements;
requires certain disclosures of uncertain tax matters; specifies how reserves for uncertain tax

positions should be classified on the balance sheet; and provides transition and interim period
guidance, among other provisions.

CASH EQUIVALENTS

For purposes of reporting cash flows, cash equivalents include cash on hand, amounts due from
banks, and federal funds sold. Generally, federal funds are purchased and sold for one day
periods.

NET INCOME PER SHARE

Basic earnings per share have been computed by dividing net income (the numerator) by the
weighted-average number of common shares outstanding (the denominator) for the period.
Such shares amounted to 15,601,377 in 2007, 15,352,406 in 2006 and 15,125,382 in 2005.

Diluted earnings per share have been computed by dividing net income (the numerator) by the
weighted-average number of commeon shares and options outstanding (the denominator) for
the period. Such shares amounted to 15,931,260 in 2007, 15,721,491 in 2006 and 15,537,485
in 2005.

All share and per share information has been adjusted to reflect the retroactive effect of the 25%
stock dividend paid December 27, 2007, the 10% stock dividend paid March 31, 2006 and the
100% stock dividend paid on September 30, 2004.

STOCK-BASED COMPENSATION

As of January 1, 2003 the Company adopted SFAS No. 148, Accounting for Stock-Based Com-
pensation — Transition and Disclosure, an amendment to SFAS No. 123, to provide alternative
methods of transition for a voluntary change to the fair value based method of accounting for
stock-based employee compensation. The Company has elected to apply the prospective method
as permitted by SFAS No. 148. Accordingly all options granted on and after [anuary 1, 2003 are
charged against income at their fair value. Those issued prior to adoption are accounted for on
the intrinsic method in accordance with Accounting Principles Board Opinion (APB) No. 25.

BANK OWNED LIFE INSURANCE

Bank owned life insurance policies (BOLI) are carried at the cash surrender value of the under-
lying policies. Income on the investments in the policies, net of insurance costs, is recorded as
non-interest income.

SEGMENT REPORTING

In June 1997, the FASB issued SFAS No. 131, Disclosures about Segments of an Enterprise and
Related Information. SFAS No. 131 requires that public companies report certain information
about operating segments in complete sets of financial statements of the company and in con-
densed financial statements of interim periods issued to shareholders, It also requires that public
companies report certain information about their products and services, the geographic areas in
which they operate, and theitr major customers.

First National Community Bancorp, Inc. is a one bank financial holding company operating
primarity in northeastern Pennsylvania. The primary purpose of the company is the delivery
of financial services within its market by means of a branch network located in Lackawanna,
Luzerne, Wayne and Monroe counties. Each of the company’s entities is part of the same report-
ing segment, whose operating results are regularly reviewed by management. Therefore, con-
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS continued

Management evaluates securities for other-than-temporary impairment on a monthly basis.
Consideration is given to (1) the length of time and the extent to which the fair value has been
less than cost, (2) the financial condition and near-term prospects of the issuer, and (3) the intent
and ability of the company to retain its investment in the issuer for a period of time sufficient to
allow for any anticipated recovery in fair value.

At December 31, 2007, the one hundred seventy debt securities with unrealized losses have depre-
ciated 2.75% from their amortized cost basis. The maturities of these securities are guaranteed
by either the U.5. Government, government sponsored agencies, other governments or corpora-
tions. Obligations of state and political subdivisions are also guaranteed by underlying insur-
ance which further secures the safety of principal. These unrealized losses relate principally to
current interest rates for similar types of securities. In analyzing an issuer’s financial condition,
management considers whether the securities are issued by the federal government, its agencies,
other governments or corporations; whether downgrades by bond rating agencies have occurred;
and the results of reviews of the issuer’s financial condition. As management has the ability to
hold debt securities until maturity, or for the foreseeable future if classified as available-for-sale,
no declines are deemed to be other-than-temporary.

The following table shows the amortized cost and approximate fair value of the company’s debt
securities (in thousands) at December 31, 2007 using contracted maturities. Expected maturities
will differ from contractual maturity because issuers may have the right to call or prepay obliga-
tions with or without call or prepayment penalties.

Available-for-sale Held-to-maturity

Gross Gross
Unrealized Unrealized Net
Amortized Holding Holding Carrying
Cost Gains Losses Value
December 31, 2006
U.S. Treasury securities and obligations
of U.5. government agencies b 59,502 b 216 3 371 % 59,347
Obligations of state and
political subdivisions 73,786 1,830 127 75,489
Collateralized mortgage obligations 64,041 194 947 63,288
Mortgage-backed securities 43,315 32 846 42,501
Corporate debt securities 20,078 162 234 20,006
Equity securities 1,010 o] 15 995
Total $ 261,732 § 2,434 $ 2,540 § 261,626
Held-to-maturity Securities:
Gross Gross
Net Unrealized Unrealized
Carrying Holding Holding Fair
Value Gains Losses Value
December 31, 2007
Obligations of state and
political subdivisions $ 1,722 s 125 3 o 3 1,847
Total 1) 1,722 b 125 ) [ 1,847
December 31, 2006
Obligations of state and
political subdivisions 3 1,639 3 180 s o s 1,819
Total 3 1,639 $ 180 h) o 3 1,819

[Information pertaining to securities with gross unrealized losses (in thousands) at December
31, 2007 aggregated by investment category and length of time that individual securities have
been in a continuous loss position, follows:

Less Than 12 Months 12 Months or Greater Total
Gross Gross Gross
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
U.S. Treasury securities and
obligations of U.S.
government agencies § 26,432 5§ 492 § 0 3 0S5 26432 3 492
Obligations of state and
political subdivisions 44,877 1,600 6,079 210 50,956 1,810
Collateralized mortgage
obligations 28,515 508 15,275 326 43,790 834
Mortgage-backed securities 8,644 80 24,442 513 33,086 593
Corporate debt securities 13,444 1,050 7,873 204 21,317 1,254
Equity securities 0 0 986 14 986 14

$ 121,912 § 3,730 § 54,655 § 1,267 § 176,567 § 4,997

Net Net )
Amortized Carrying Carrying Fair
Cost Value Value Value
Amounts maturing in:

One Year or Less ] 501 § 505 s 0 3 0
One Year through Five Years 3,814 3,858 0 0
After Five Years through Ten Years 18,547 18,738 0 ]
After Ten Years 133,591 130,616 1,722 1,847
Collateralized mortgage obligations 79,186 78,871 0 0
Mortgage-backed Securities 62,447 62,143 0 0
Total $ 298,086 § 294,731 ' 1,722 3 1,847

Gross proceeds from the sale of securities for the years ended December 31, 2007, 2006, and 2005
were 376,202,000, $12,375,000, and $25,100,000, respectively with the gross realized gains be-
ing $1,127,000, $30,000, and $102,000, respectively, and gross realized losses being $406,000,
$231,000, and $352,000, respectively.

At December 31, 2007 and 2006, securities with a carrying amount of $192,813,000 and
$201,244,000, respectively, were pledged as collateral to secure public deposits and for other
purposes.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS continued

Amortization expense for 2007 and 2006 was $203,000 and $43.000; estimated amortization expense for each
of the ensuing years through December 31, 2012 is $220,000 per year.

8. DEPOSITS:
At December 31, 2007 time deposits including certificates of deposit and Individual Retirement
Accounts have the scheduled maturities as follows (in thousands):

Time Deposits

$100,000 Other
and Over Time Deposits Total
2008 $ 149,584 $ 227,716 3 377,300
2009 11,818 44,650 56,468
2010 4,390 22,334 26,724
2011 5,205 19,238 24,443
2012 4,990 14,037 19,027
2013 and Thereafter 262 2,201 2,463
Total 3 176,249 § 330,176 3 506,425
2. BORROWED FUNDS:
Borrowed funds at December 31, 2007 and 2006 include the following (in thousands):
2007 2006
Treasury Tax and Loan Demand Note $ 98 b3 267
Federal Funds Purchased 35,550 o
Borrowings under Lines of Credit 181,088 141,550
Obligation under Capitalized Lease 786 745
Junior Subordinated Debentures 10,310 10,310
Total $ 227,832 $ 152,872

Federal funds purchased represent primarily overnight borrowings providing for the short-term
funding requirements of the company’s banking subsidiary and generally mature within one
business day of the transaction. During 2007, the average outstanding balance on these credit
lines amounted to $12,941,000 and the average rate paid in 2007 was 5.02%.

The following table presents Federal Home Loan Bank of Pittsburgh (“FHLB of Pittsburgh”)
advances at their maturity dates {in thousands):
December 31, 2007
Weighted Average

Amount [nterest Rate

Within one year ) 55,456 4.93%
After one year but within two years 7.364 5.28
After two years but within three years 55,000 4.60
After three years but within four years 31,000 5.08
After four years but within five years 13,233 4.48
After five years 19,035 3.68

- 3 181,088 4.71%

The FHLB of Pittsburgh advances include $147 million with fixed rates and $34 million with vari-
able interest rates. All advances are collateralized either under a blanket pledge agreement by
one to four family mortgage loans or with mortgage-backed securities. In addition, the company
is required to purchase stock based upon the amount of advances outstanding.

At December 31, 2007 the company had available from the FHLB of Pittsburgh an open line
of credit for $40,284,000 which expires on December 14, 2008. The line of credit may bear
interest at either a fixed rate or a variable rate, such rate being set at the time of the funding
reguest. In addition, at December 31, 2007, the company had available overnight repricing lines
of credit with other correspondent banks totaling 348,000,000 and the Federal Reserve Bank of
Philadelphia in the amount of $13,169,000. At December 31, 2007 and 2006, the company had
335,550,000 and 30 outstanding with correspondent banks.

The maximum amount of borrowings outstanding at any month end during the years ended
December 31, 2007 and 2006 were §221,235,000 and $172,968,000, respectively.

At December 31, 2007, the bank is obligated for the payment of an $815,000 lease purchase op-
tion payment associated with an Other Real Estate (ORE) property acquired through a transfer
in lieu of foreclosure from a defaulting loan customer. This obligation has been discounted to its
present value of §785,675 using a discount rate of 5.36%. This discount is being amortized using
the interest method through September 10, 2008 when the obligation becomes payable.

On December 14, 2006, First National Community Statutory Trust 1 {the “Trust”), a trust formed
under Delaware law, that is a subsidiary of the Company, issued $10,000,000 of trust preferred
securities (the “Trust Securities”) at a variable interest rate of 7.02%, with a scheduled maturity
of December 15, 2036. The Company owns all of the commeon stock of the Trust. The proceeds
from the issue were invested in $10,310,000, 7.02% Junior Subordinated Debentures (the “De-
benture”) issued by the Company. The interest rate on the Trust Securities and the Debentures
will reset quarterly at a spread of 1.67% above the current 3-month Libor rate. The Debentures,
which mature December 15, 2036, are unsecured and rank subordinate and junior in right to all
indebtedness, liabilities and cebligations of the Company. Debentures represent the sole assets
of the Trust. Interest on the Trust Securities is deferrable until a pericd of twenty consecutive
quarters has elapsed. The Company has the option, subject to required regulatory approval of
the Federal Reserve, to prepay the trust securities beginning December 15, 2011. The Company
has, under the terms of the Debenture and the related Indenture, as well as, the other operative
corporate documents, agreed to irrevocably and unconditionally guarantee the Trust’s obliga-
tions under the Debenture.

At December 31, 2007, accrued and unpaid interest associated with these Debentures amounting
to $28,613 has been provided for in the accompanying consolidated financial statements.

The Company has applied FIN 46 and FIN 46(R) to its investment in the Issuer Trust, and as such,
it has reflected this investment on a deconsolidated basis. As a result, the junior subordinated
debentures issued by the [ssuer Trust, totaling $10,310,000 has been reflected in Borrowed Funds
in the consolidated balance sheets at Decemnber 31, 2007 under the caption “Junior Subordinated
Debentures”. The Company records interest expense on the corresponding debentures in its
consolidated statement of income. The Company also records its common stock investment is-
sued by First National Community Statutory Trust | in “Other Assets” in its consolidated balance
sheets at December 31, 2007,

10. BENEFIT PLANS:

The bank has a defined contribution profit sharing plan which covers all eligible employees. The
bank's contribution to the plan is determined at management’s discretion at the end of each year
and funded. Contributions to the plan in 2007, 2006 and 2005 amounted to $720,000, $650,000,
and $552,000, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS continued

Commitments to extend credit are agreements to lend to customers in accordance with con-
tractual provisions. These commitments usually are for specific periods or contain termination
clauses and may require the payment of a fee. The total amounts of unused commitments do
not necessarily represent future cash requirements, in that commitments often expire without
being drawn upon.

Letters of credit and financial guarantees are agreements whereby the company guarantees the
performance of a customer to a third party. Collateral may be required to support letters of credit
in accordance with management’s evaluation of the creditworthiness of each customer. The
credit exposure assumed in issuing letters of credit is essentially equal to that in other lending
activities.

Qutstanding commitments to extend credit and standby letters of credit issued to or on behalf of
related parties amounted to $25,717,000 and $7,118,000 and $46,049,000 and $16,178,000 at
December 31, 2007 and 2006, respectively.

(¢) Concentration of Credit Risk;

Cash Concentrations: The bank maintains cash balances at several correspondent banks. The
aggregate cash balances represent federal funds sold of $0 and $2,325,000; and due from bank
accounts in excess of the limit covered by the Federal Deposit Insurance Corporation amounting
to $104,000 and $273,000 as of December 31, 2007 and 2006, respectively.

Loan Concentrations: At December 31, 2007, 34.6% of the bank’s commercial loan portfolio was
concentrated in loans in the following five industries. Substantially all of these loans are secured
by first mortgages on commercial preperties and/or collateral held.

In thousands %
. Land Subdivision § 88,202 12.7%
. Hotels 45,299 6.5
+  Shopping Centers/Complexes 37,978 5.4
. Solid Waste Landfills 35,157 5.0
. General Government 34,684 5.0

(d) Other:
The company is also a party to routine litigation invelving various aspects of its business, none
of which, in the opinion of management and its legal counsel, is expected to have a material
adverse impact on the consolidated financial condition, results of operations or liquidity of the
company.

14. STOCK OPTION PLANS:

On August 30, 2000, the Corporation’s board of directors adopted an Employee Stock Incentive
Plan in which options may be granted to key officers and other employees of the Corporation,
The aggregate number of shares which may be issued upon exercise of the options under the plan
cannot exceed 1,100,000 shares. Options and rights granted under the plan become exercisable
six months after the date the options are awarded and expire ten years after the award date.

The board of directors also adopted on August 30, 2000, the Independent Directors Stock Option
Plan for members of the corporation’s board of directors who are not officers or employees of the
corporation or its subsidiaries. The aggregate number of shares issuable under the plan cannot
exceed 550,000 shares and are exercisable six months from the date the awards are granted and
expire three years after the award date.

As more fully described in Note 1 to these financial statements, the Company has adopted SFAS
No. 148, Accounting for Stock-Based Compensation - Transition and Disclosure. Accordingly,
all options granted after January 1, 2003 have been charged against income at their fair value.
Awards granted under the plans vest immediately and the entire expense of the award is rec-
ognized in the year of grant. Upon expiration, the cost of the option is reversed and credited to
income.

The fair value of each option grant is estimated on the date of grant using the Black-Scholes
option-pricing model average assumptions:

Year Ended December 31,

2007 2006 2005
Dividend yield 2.59% 1.67% 1.49%
Expected life 10 years 10 years 10 years
Expected volatility 26.5% 25.6% 25.5%
Risk-free interest rate 4.50% 4.67% 4.67%

A summary of the status of the company's stock option plans is presented below:

2007 2006 2005
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Outstanding at the
beginning of the year 349,838 $ 10.B5 418,963 § 8.62 495275 3§ 7.27
Granted 48,625 16.90 35,063 23.13 35,063 19.31
Exercised {36,088) 7.61 (104,188) 6.03 (111,375) 5.96
Forfeited (1,650} 23.13 0 0
Outstanding at the end
of the year 360,725 § 1193 349838 § 1085 418,963 § 8.62
Options exercisable at
year end 312,100 § 11.16 314,775 § 9.48 383,900 % 7,64

Weighted average fair
value of options granted
during the year M) 5.11 b B8.83 M 7.09
Stock-Based
Compensation Expense $ 248,571

§ 309,672 § 248,370
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS continued

Commitments to extend credit and standby letters of credit:

The fair value of commitments is estimated using the fees currently charged to enter into similar
agreements, taking into account the remaining terms of the agreements and the present credit-
worthiness of the counterparties. For fixed rate loan commitments, fair value also considers the
difference between current levels of interest rates and the committed rates. The fair value of let-
ters of credit is based on fees currently charged for similar agreements or on the estimated cost to
terminate them or otherwise settle the obligations with the counterparties at the reporting date.

The estimated fair values of the company’s financial instruments (in thousands) are as follows:

December 31, 2007

Carrying Fair
Value Value
FINANCIAL ASSETS
Cash and short term investments 3 24,735 b 24,735
Securities 306,530 306,655
Gross Loans 905,234 905,793
FINANCIAL LIABILITIES
Deposits $ 945,517 $ 947,249
Borrowed funds 227,832 229,590
OFF-BALANCE SHEET FINANCIAL INSTRUMENTS
Commitments to extend credit
and standby letters of credit 3 0 b 898

December 31, 2006

Carrying Fair
Value Value
FINANCIAL ASSETS
Cash and short term investments M 28,743 b 28,743
Securities 270,433 270,613
Gross Loans 836,659 827,915
FINANCIAL LIABILITIES
Deposits $ 920,973 5 919,834
Borrowed funds 152,872 151,583
QFF-BALANCE SHEET FINANCIAL INSTRUMENTS
Commitments to extend credit
and standby letters of credit 3 0 5 618

17. CONDENSED FINANCIAL INFORMATION - PARENT COMPANY ONLY:

Condensed parent company only financial information is as follows (in thousands):

Condensed Balanice Sheet December 31, 2007 2006
Assets:
Cash 3 348 5 694
Investment in Statutory Trust 333 310
Investment in Subsidiary (equity method) 116,808 106,203
Total Assets 3 117,489 § 107,207
Liabilities and Stockholders’ Equity:
Junior Subordinated Debentures $ 10,310 3 10,310
Other liabilities 37 35
Stockholders' equity 107,142 96,862
Total Liabilities and Stockholders’ Equity § 117,489 $ 107,207
Condensed Statement of Income for the years ending December 31, 2007, 2006, 2005
2007 2006 2005
Income:
Dividends from Subsidiary $ 2,800 $§ 2,400 § 1,050
Equity in Undistributed Income of Subsidiary 12,476 11,207 10,196
Equity in Trust 23 0 0
Total Income § 15,299 § 13,607 $ 11,246
Expenses 603 98 21
Net Income § 14,696 3 13,509 § 11,225
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

OOO DEMETRIUS & COMPANY, L.L.C.

CERTIFIED PUBLIC ACCOUNTANTS

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of First National Community Bancorp, Inc.

We have audited the accompanying consolidated batance sheets of First National Community Bancorp, Inc. as of December 31, 2007 and 2006,
and the related consolidated statements of income, changes in stockhalders' equity and comprehensive income, and cash flows for each of the
three years in the period ended December 31, 2007. These financial statements are the responsibility of the Company's management. Our respon-
sibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of First National
Community Bancorp, Inc. and subsidiaries as of December 31, 2007 and 2006, and the results of their operations and their cash flows for each of
the three-years in the period ended December 31, 2007, in conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), First National Com-
munity Bancorp, Inc.’s internal control over financial reporting as of December 31, 2007, based on criteria established in Internal Control-Integrated
Framework issued by the Committee of Spanscring Organizations of the Treadway Commission {(COS0), and our report dated March 12, 2008
expressed an unqualified opinicn on management’s assessment of internal control over financial reporting and an unqualified opinion on the ef-
fectiveness of internal control over financial reporting.

DEMETRIUS & COMPANY, L.L.C.

Wayne, New Jersey
March 12, 2008
Wayne Plaza |l = 155 Routa 46 Weast » Wayne, New Jersey 07470-8831

Telephone: $73-812-0100 « Fax: 973-812-0750
1-800-803-9567 » 212-682-0653 » www.demetrius-llc.com

A PCAOB Registered Firm
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

UOO DEMETRIUS & COMPANY, L.L.C.

CERTIFIED PUBLIC ACCOUNTANTS

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of First Mational Community Bancorp, Inc.

Woe have audited First National Community Bancorp, Inc.’s (*Company”) internal control over financial reporting as of December 31, 2007, based on criteria established in internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSQ). First National Community Bancorp, Inc.’s managerment is responsible for maimaining effective
internal control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting included in the accompanying Management's Report on internal Control
over Financial Reporting, Our responsibility is to express an opinion on the Company’s internal control over financial reporting based on our audit.

Woe conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States), Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reporting was maintained in all material respects. Our audit of internal control over financial reporting included obtaining
an understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and testing and evatuating the design and operating effectiveness of internal contro!
based on the assessed risk. Qur audit also included performing such other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for
aur opinion.

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements
for external purposes in accordance with generally accepted accounting principles. A company’s internal control over financial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accuratsly and fairly reflect the transactions and dispositions of the assets of the Company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting principlas, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the Company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use,
or disposition of the company's assets that could have a material sffect on the financial statements,

Because of its inherent limitations, internal control over financial reporting may not pravent or detect misstatements, Also, projections of any evaluation of effectiveness to future periods are subject o
the risk that controls may become Inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, First National Community Bancorp, Inc. maintained, in all material respects, effective internal control over financial reporting as of December 31, 2007, based on criteria established in
internal Control— Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board {United States), the consolidated bafance sheets as of December 31, 2007 and 2006 and
the related consolidated statements of income, stockholders’ equity and comprehensive income, and cash flows for each of the three years in the period ended December 31, 2007 of First National
Community Bancorp, Inc., and subsidiaries, and our report dated March 12, 2008 expressed an unqualified opinion on those consolidated tinancial statements.

P o &?%i\_ CAAC.

DEMETRIUS & COMPANY, L.L.C.

Wayne, New Jersey Wayne Plaza Il * 155 Route 46 West = Wayne, New Jersay 07470-6831

March 12, 2008 Telephone: 973-812-0100 = Fax: 973-812-0750
1-800-803-9567 = 212-682-0653 * www.demetrius-lic.com

A PCAQOB Registered Firm

FIFTY TWO 2007 ANNUAL REPORT FIRST NATIONAL COMMUNITY BANCORP, INC. AND SUBSIDIARIES R
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NAME THAT TUNE
This is what you hear at the end of every
FNCB TV commercial.

INL

First National Community Bancorp, Inc.
102 East Drinker Street, Dunmore, PA 18512 / incb.com




